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Attachment 4.19-D(4) 

The current nursing facility reimbursement system under the State Plan establishes 
prospectivecasemix rates that are reasonable and adequate to meet the costs that 
efficiently and economically operated facilities must incur to provide care in conformity 
with applicable state and federal laws, regulations, quality and safety standards, and the 
regulationsdeveloped by the Massachusetts Division of Health Care Finance and 
Policy, "Prospective Rates of Payment to Long-Term Care Facilities" 114.2 CMR 5.00, 
as amended from time to time. The current set of these regulations, effective January 
1, 1997 are attached hereto as Appendix 1. These regulations stipulate that the rates for 
rate year 1997 be based on audited cost reports for rate year 1993 (the "Base Year"). 

1. COST REPORTINGAND COST FINDING 

A. RequiredReports 

Eachprovider of long-term care facility services under the State Plan must 
complete an annual report (the "Annual Report") containing cost information for 
the cost reporting year on the basis of generally accepted accounting principles 
and the accrual method of accounting. There are three (3) reports required: a) 
Nursing Facility Cost Report; b) Realty Company Cost Report; and Management 
Company Cost Report. All cost reporting must meet the requirements set forth 
in 114.2 CMR 5.03 (2).There are special costreporting requirements for 
Hospital Based Nursing Facilities and facilities whichoperate other programs 
such as Adult Day Health, Assisted Living or Outpatient Services. These 
requirements are outlined in 114.2CMR 5.03 (3). 

B. Filing Dates:Reports 

Except as provided below, Providers must file the required Cost Reports for the 
calendar year by 500 PM of April first of the following calendar year. If April 1, 
falls on a weekend or holiday, the reports are due by 5:OO PM of the following 
business day. 

1. CHANGEof Ownership. Where there has been a change of ownership, 
the transferor shall file the Report(s) withinsixty (60) days after the 
transfer fo ownership. Where the transferor fails to submit the Report(s) , 
the Division of Health Care Finance and Policy may request the Division 
of Medial Assistance to withhold payment to the transferee until such 
reports are appropriately filed. 

2. New Facilities and Facilities withMaiorAdditions.For the first two 
calendar years of operation during which New Facilities and Facilities with 
Major Additions receive prospective rates of payment (see Section IV) 
herein, such facilities shall file year-end Cost Reports within sixty (60) 
days after the close of the calendar year. 

3. 	 Hospital-Based NursinGFacilities. A Hospital-Based Nursing Facility is a 
separately licensed unit housed on the premises of a facility whichis 
licensed for both hospital and long-term-term care services, wherethe 
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long-term-term care beds were converted from licensed hospital beds or 
otherwise Hospital-Based Facilitiesacquired. Nursing must file the 
Report(s) on a fiscal year basis which is consistent with the filing of such 
facilities' hospital cost reports. The Report(s) shall be due no later than 
ninety (90) days after the close of the facility's fiscal year. 

C. Extension of Filing Date 

The Division of Health Care Finance and Policy may grant an extension, up to 
forty-five (45) days, for submission of the Report(s). A request for an extension 
must:+(a) besubmitted in writing to the Division of Health Care Financeand 
Policy by the provider and not by an agentor other representative; (b) show that 
exceptionalcircumstancesexist precluding theproviderfromsubmittingthe 
Report(s) in timely fashion; and (c) be submitted no later than 30 calendar days 
before the filing due date. 

D. IncompleteSubmission 

The Division of Health 'Care Finance and Policy shall notify the provider within 
one hundred twenty(120)days of receipt of theReports if itfinds thatthe 
submissionisincomplete and shall whatadditionalspecify informationis 
required tocompletethesubmission.Theprovidershall file the necessary 
information with the Division of HealthCare Finance and Policy within twenty
five (25) days of the date of notification orby April 1 of the year the Report is 
filed, whichever is later. The Reports and all accompanying schedules shall be 
deemed to befiled with the Division of Health Care Finance and Policy as of the 
date the Division of Health Care Finance and Policy completereceives 
submission. 

If the Division of Health Care Financeand Policy fails to notify the provider within 
the 120-day period,the submission shall be considered complete and the 
Report(s) and all accompanying schedules shall be deemed to be filedwith the 
Division of Health Care Finance and Policy asof the date of receipt. 

The Division of Health Care Finance andPolicy's right to requestadditional data 
and information during a desk or field audit, pursuant to114.2 CMR 5.03.(see 
Appendix 1) is not limited by these provisions. 

E. AmendedReports 

The Division of Health Care Finance and Policy will not accept amended Reports 
unless a Provider requests, in writing, that an error be corrected within ten (10) 
calendar days of the date of the Notice of Proposed Rates based upon the Cost 
Reports. At the same time the Providermustsubmit amended CostReports 
clearly marked "CORRECTED" and signed by the Provider. A complete listing of 
all changes requested and supporting documentation must accompany the 
report. 

F. AdditionalInformation 
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In addition to requests for information and data made pursuant to a desk or field 
audit, theDivision of Health Care Financeand Policy mayseekadditional 
information and data relating to the operations of the provider and related 
parties, if any.Anyproviderwho fails to maintain records shall have excluded 
from its prospective rate calculation any cost or item for which records were not 
maintained. Any record not produced at the request of theDivision of Health 
Care Finance and Policyshall be deemed not to have been maintained. 

G. Failure to File in a Timely Manner 

1. The sanction imposed for each 30-day period or any portion thereof, of which 
acceptable Report(s) are received after the due date, shall be a one-month delay 
in thenew rate set for the facility for the next calendar year. Such sanction shall 
be imposed only when the new rates set for the facility are greater than the rates 
in the current year. 

2. If a providerfails to file theReports or other required information within six (6) 
months of the filing date, the Division of Health Care Finance and Policy shall 
notify the provider of this failure and the sanctions which shall be imposed. 
Notification shall be sent registered mail, return receipt requested. Unless the 
failure to file is cured, the Division of Health Care Finance and Policywill 
terminate the prospective per diem rate of the provider effective the following 
January 1. If the provider subsequently files the required reports, the termination 
will be rescinded by the Division of Health Care Finance and Policy. 

H. Termination of Provider Contract 

Whenever a providercontract between the provider and the Division of Medical 
Assistance is terminated, the provider shall file Reports covering the current 
reporting period or portion thereof covered by thecontract and any other Reports 
required by the Division of Health Care Finance and Policy, within sixty (60) 
days of such termination. When the provider fails to file the required Reports in 
a timely fashion, the Division of Health Care Finance and Policy shall notify the 
provider of this failure by written notice sent registered mail, return receipt 
requested. 

Facilities thatare under the supervision of a Patient ProtectorReceiver 
appointed by court orderora trustee in bankruptcy will be treated as a 
termination of provider contract for purposes of this subsection. For example, if 
a Patient Protector Receiver is appointed on August 15,1997, the cost report for 
the period January 1, 1997 to August 14, 1997 and all prior Reports are due on 
October 15, 1997. 

11. METHODS PAYMENT RATESAND STANDARDS USED TO DETERMINE 

A. ProspectivePerDiemRates 

The prospective rates of payments shall be established on an annual basis, as 
set outin114.2 CMR 5.04 through 5.13 (see Appendix 1) and shall be 
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computed on a per diem basis from theBaseYearReports.Facilitieswhich 
were transferred during the base yearshall have theirprospectiverates 
computed from the transferor’s CostReportor by consolidating the allowable 
expenses from the Reports of both the transferor and transferee, as determined 
by the Division of Health CareFinanceandPolicyaccording to 114.2 CMR 
5.04(l)(a) (see Appendix 1). 

The prospective rates of payment shall be established whenever possible on the 
basis of on-site audited data; otherwise, they shall be established on the basis of 
data which has been the subject of a desk audit. Costs and expenses included 
in detymining a provider’s rates of payment are subject to all limitations and 
conditions set forth in 114.2 CMR 5.00 et seq. (see Appendix 1).  In the case of 
nursing facilities whichinclude resident care units, separate prospective per diem 
rates shall be computed for those beds licensed for residential care. 

Facilities which have been closed and then reopened will have their Prospective 
PerDiemRates computed using the BaseYear cost Report(s) of thesame 
facility. In the event that, for any reason, the Base Year cost Report(s) has not 
been filed, the latest available cost Report for that facilitywill be used. When 
that occurs, the Reasonable Variable Costs and Reasonable Nursing Costs will 
be increased by an appropriate Cost Adjustment Factor and the Administrative 
and General Allowance will be established atthe Base Year median. 

B. Computation of the Prospective Rates 

1. Methodology 

The Division of Health Care Finance and Policy, in computing prospective rates, 
shall: 

a. determine the allowable and reasonable costs for each cost center; 

b. divide the allowable and reasonable costs for each cost center by a 
divisor (see thefollowing Section 11 5 (2)a-d, for the appropriate 
divisor for each cost center)to get a per diem rate for each cost 
center; and 

c. aggregate the various per diem rates for each cost center and add 
the cost adjustment factor as determined in 114.2 CMR 5.04(3) (see 
Appendix 1) to the per diem rates determined. 

2. Divisors 

Divisors used foreach cost center are: 

a. Nursing, Variable, andAdministrative and General cost centers shall 
be divided by the greater of base-year (1993) patient days or ninety-six 
percent (96%) of licensed mean beds in the base year times days in the 
base year. 
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b. 	 The Director of Nursescost center divisorshall be the current 
licensed beds times the days in rate year times the greater of ninety-six 
percent (96%) or the actual utilizationrate in the base year. 

C. Motor Equity, AllowanceVehicle, Use and Occupancy and 
Miscellaneouscost center's divisorshall be the current licensed beds, 
including resident care units, times the days in the rateyear times the 
greater of ninety-six percent (96%) or the actual utilization rate in the 
base year. 

for Depreciationd. 	 The divisorCapital Costs, Fixed Costs and 

(excluding motor vehicledepreciation) shall be the Constructed Bed 

Capacity times the days in the Rate Year times the greater of ninety-six 

percent (96%) or the actual utilization rate in theBase Year. 


3. CostAdjustmentFactor 

The cost adjustment factor ("CAF")is a multiplier which generates an amount to 
be added to reimbursable base-year costs. In calculating the prospective rates 
for long-term care facilities, the value of the cost adjustment factor multiplied by 
the reimbursable base-year (1993) costs, exclusive of all fixedcostsshall be 
added to reimbursable base year costs. Where there hasbeen a change of 
ownership in the base year and the prospective rates have been based on the 
new owner's reporting period costs pursuant to 114.2 CMR 5.04(3) (see 
Appendix l),the cost adjustment factor shallbe modified to reflect the number of 
months from the midpoint of thereporting period to the midpoint of the 
prospectiverate period. Forprospective rates effective January 1, 1997, the 
cost adjustment factor from 1993 through 1995 shall be 5.52%. The total CAF 
has a labor and non-labor component. The sources are: MostOptimistic 
Massachusetts CPI, and DRI Forecast based on HCFA Nursing Facility Market 
Basket. 

C. CostCenters 

The calculation of the Prospective Per Diem Rates for each individual provider is 
based upon the allowable costsandexpenses in each cost center under the 
provisions and limitations set forth in114.2CMR 5.04through 5.13 (see 
Appendix 1). The different cost centers are set forth in1 14.2CMR 5.04(1b). 

1. Reasonable and AllowableNursinG Costs 

Reasonable nursing cost, limits, and grouping for representative sampling 
are described in 114.2 CMR 5.05 (see Appendix 1). 

Representative Sampling. For the purposes of computing the ceiling for 
reasonable nursing costs, providers were grouped by three geographic 
regions referred to as Nursing Home Reimbursement Areas (NHRAs), as 
follows: 
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(a) NHRA 1 = Health Service Area 1; 
(b) NHRA 2 = Health Service Areas 2& 5 ;  and, 
(b) NHRA 3 = Health Service Areas 3, 4,& 6 

NHRAs are three distinct geographic areas designated by HSAs for the 
purpose of computing the limitation on reasonable nursing costs. The 
Commonwealth is dividedinto six (6)Health Service Areas (HSAs) by the 
state Departmentof Public Health. HSAl is Western Mass; HSA2 is 
Central Mass (Worcester region);HSA3 is Northeastern Mass; HSA4 is 
Greater Boston area; HSA5is Southeastern Mass, including Cape Cod; 
and HSA6is the North Shore area beyond Boston. 

Limitations.Allowable Nursing costs shall be limited to 110% of the 
Median claimed BaseYear nursing costs incurred byarepresentative 
sample of facilities. All claimed Base Year nursing cost in excess of the 
facility's peer-group ceiling shall be excluded. Pediatric nursing facilities 
shall not be subject to the nursing cost limitations. The determination of 
reasonable nursing costs allowed in the calculation of prospective rates 
for nursing facilities, including limitations, is set forth in 114.2 CMR 5.05 
(b) (see Appendix 1). 

In calculating allowable nursing costs, the facility's averagecostper 
managementminuteshall be determined by dividing the claimed 1993 
nursing cost perdiemby the facility's averagemanagementminutes 
score from the Case-Mix Data. To determine the ten case-mix adjusted 
nursing per diem amounts the facility-specific mean minutes per case-mix 
category from theCase-MixDatashall be multiplied bythefacility's 
allowable nursing costper management minute. If the facility-specific 
mean minutes per case-mix category equals zero, the industry median 
minutes for that category shall be used. A copy of the scale of minutes 
for the ten (10) Management Minutecategories in effect beginning July 1, 
1991 isattached as Appendix 2. 

Calculation of Allowable Nursing Costsfor rates effective January 1, 
1997. The calculation of the 1997 Nursing rates are the case mix 
adjusted base yearnursing home rates, as described above, increased 
by the cost adjustment factor of 5.52% (Section 11.8.3) and increased by 
an additional 5.43%. The 5.43% increase is a 7995-7997 
adjustment factor containing a labor and non-labor component. 
The sources are: Most Optimistic Massachusetts CPI and DRI 
Forecast basedon HCFA Nursing Facility Market Basket. 

2. Director of Nurses 

Limitations. For the position of Director of Nursesas required by the 
Department of Public Health, allowable cost shall be held to the limits set 
forth in 114.2 CMR 5.06(2)(see Appendix 1). 
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Reasonable Costs. Reasonable Operating Costs associated withthe 
position of Director of Nurses shall include salary, fringe benefits, payroll 
taxes, and workers compensation. 

Calculation of Allowable Director of NursesCosts. The Division of 
Health Care Financeand Policy shallcalculatethe allowable 1993 
Director of Nurses Costs subject to the limitation described above, and 
apply the Cost Adjustment Factor of 5.52% (Section II B.3.)and increase 
that result by anadditional 5.43%. The 5.43% increaseis a 1995
1997 adjustment factor containinga labor and non-labor 

". component.Thesourcesare:Most Optimistic Massachusetts 
CPI and DRI Forecast based on HCFA Nursing Facility Market 
Basket. 

3. Reasonable VariableCosts 

Reasonable costs,variable limits, and grouping for representative 
sampling are described in 114.2 CMR 5.07 (See Appendix 1). The limits 
for these reasonable variable costs are as follows: 

Limits for Reasonable Variable Costs 

Groups Cost 

(a) Group 1 = Facilities in Case-Mix 
Group-Light( See section 5.02Appendix 1) 
and located in Health System Areas 4a and 4b; 

(b) Group 2 = Facilities in Case-Mix 
Group-Heavy( See section 5.02 Appendix 1) 
and located in Health System Areas 4a and 4b; 

(c) Group 3 = Facilities in Case-Mix 
Group-Light and located in Health 
System Areas 1, 2, 3, and 6; 

(d) Group 4 = Facilities in Case-Mix 
Group-Heavy and located in Health 
System Areas 1, 2, 3,5 and 6. 

Variable Limits 

$35.73 


$37.76 


$34.1 2 

$36.46 


Calculation of Allowed Variable Costs. The Division of Health Care 
Finance and Policyshall calculate the 1997AllowableVariableCosts 
subject to the limitations set forth above, by applyingthe Cost adjustment 
Factor set forth in Section I I  8.3. of this plan amendment to the 
reasonable base year variable costs and increasing that result by 5.43%. 

4. Administrative and General Costs 

Administrative and General Costs are paid asanallowance.Forrates 
effective January 1, 1997, such allowance shall be set at $9.74 per diem. 
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The allowance of $9.74 is the base year median for Administrative 
andGeneralcostsupdatedto7996. However, any facility that has a 
Base Year Administrativeand General Cost per diem that is less than this 
allowance shall have its allowance calculated as set forth in 114.2 CMR 
5.08(4) (See Appendix 1). 

5. Capital and Other Fixed Costs 

The Allowable Basis of Fixed Assets is described in 114.2 CMR 5.09 (2). 
TheAllowableBasis of Fixed Assetsis used to calculate allowable 

x depreciation, interest, equity, and useandoccupancy for Method One 
and the Capital Allowance for Method Two, as setforth below. 

The Division of Health Care Finance and Policy will classify providers into 
two groups in order to determine the method used for the calculation of 
allowable Capital and Other Fixed Costs. There is a separate method of 
reimbursement for each group. 

Under Method One, as described in 114.2 CMR 5.09 (3) (see Appendix 
l ) ,  providers will be reimbursed the following allowable base year costs: 
depreciation,interest, real estate taxes,the non-income portion of the 
Massachusetts corporate excise tax, building insurance andequipment 
rental. Under Method One, providers will also receive the Equity and Use 
andOccupancyAllowanceasdescribed in 114.2 CMR 5.10 (see 
Appendix 1). 

Under Method Two,as described in114.2 CMR 5.09(4) (see Appendix 
1). providers will receive a capital allowance in lieu of all capital and other 
fixed costs. For rates effective January 1, 1997, the allowance shall be 
set at $5.61perdiem. Thecapitalallowanceof $ 5.67 is the 7994 
median capital cost of all nursing facilities, excluding those outliers 
abovethe 9gh percentile. However, transition period allowance rules 
apply for rates effective January 1, 1997. Any facility that has base year 
capital cost per diem that is greater than the allowance of $5.61 per diem 
shall have its allowance calculated as set forth in 114.2 CMR 5.09(4)(b)2. 
(see Appendix 1). Any facility that has base year capital cost per diem 
that is less than the allowance of $5.61 per diem shall have its allowance 
calculated as setforth in 114.2 CMR 5.09(4)(b)3. (see Appendix 1). 

TheDivision of HealthCareFinanceandPolicywill calculate allowable 
CapitalandOtherFixed Costs usingMethodOnefor a nursing facility 
which: 

1. was operational in 1995 and does not request an Administrative 
for a Substantial Capital Expenditure orAdjustment Major 

Addition; or 

2. opened afterorJanuary 1 ,  1996 pursuant to a 
Determination of Need approved by the Department of Public 
Health by March 7 ,  1996; or 
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3. 	 requested anAdministrativeAdjustmentfor a Substantial 
CapitalExpenditureon or afterJanuary 1, 1996 pursuant to a 
Determination of Need or Final Plan approved by the Department 
of Public Health by March 7, 1996; or 

4. 	 requested and received an approved Determination of Need 
pursuant to the delegated review process in 1996 under 105 CMR 
100.505(a)(4). 

The Division of Health Care Finance and Policy will calculateallowable 
Capital and Other Fixed Costs using Method Two for a nursing facility 

C. 


D. 


TN: 97-001 

whichopenedafterJanuary 1, 1996or requested anAdministrative 
for a SubstantialAdjustment Capital Expenditure pursuant to a 

Determination of Needor Final Planeither issued or transferred after 
March 7, 1996. 

A substantial capital expenditure is defined as that which involves 

physicalchangesoralterationswhichchangethesizeand/or 

functions of a room or otherwise requires prior approval and plan 


by to 105 CMR 150.017 (A) Newreviewthe DPH pursuant 
Construction, Alterations, and Conversions. 

Non-Allowable Costs 

Non-allowable are those costscosts which are: Non-reimbursable, 
reimbursed through anallowance, or services billed directly. A 
description of each is provided in 114.2 CMR 5.04(7)(a)(b)&(c). 

General Cost Principles 

For rate setting purposes, a costmust satisfy, at a minimum, the 
following criteria: 

(1) The cost is ordinary, necessary and directly related to the care 
of publicly-aided patients; 
(2) the cost adheres to the prudent buyer concept; 
(3) the cost is for goods or services actually provided in the nursing 

home; and, 
(4) the cost effect of transactions that havethe effect of 

circumventing these rules are not allowable under the principle that 
the substance of the transaction shall prevail over form. 

1. Special Provisions 

(a). Principles Governing Cost Splitting. Any costwhich is splitacross 
two or more accounts on the cost report(s) shall be supported by 
adequate documentation. Adequate documentation for personnel costs 
thataresplitshall be defined as follows: complete and detailed time 
recordssuch as timecardsorsheets, recorded onan individual basis, 
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and supporting the splitting of the personnel costs among the accounts; 
as well as work schedules and job descriptions. Each account impacted 
bysuchcost splitting shall be identified and the cost splitting fully 
explained in the Footnotes and Explanation schedule of the cost report. 
Cost splitting of certain accounts is prohibited as noted throughout these 
regulations. 

(b). Limitation on RentalandLeaseholdExpenses. A nursing facility's 
leaseholdreasonable rental and expenses for land, building and 

equipment shall be allowed, but limited to the lower of: average rental or 
costs of comparable providers, or the reasonableownership and 

necessarycostsofthe provider andlessorwhich shall include interest, 
depreciation, real propertytaxesandproperty insurance. Proprietary 
lessors may be allowed a return on Average Equity Capital relative only 
to the nursing facility, if it wouldhave been allowed had the provider 
owned the facility. Rentalandleaseholdexpenses incurred by the 
nursing facility for items which are not physically located in the nursing 
facility shall not be reimbursedas fixed and shall becoveredby the 
Administrative andGeneralAllowance.Providerswho rent orlease 
incidental office equipment which is located at the facility shall have such 
rent allowedas a reasonable operating cost 
subject tothe prudentBuyerConceptprovided that such rental is 
necessary and contributes to provider efficiency. 

0.Rent Based on Income. Additional rental payments or charges based 
upon receipts orincomeshallnotbeconsideredas additional rental 
expense. 

(d). Other special provisions including AccruedExpenses,Employee 
Benefits, Equipment Rental, ExpensesGeneratewhich Income 
Payments to Related Parties Services of Non-Paid Workers and Therapy 
Services - Indirect aredescribed in 114.2CMR5.04 (8) (a)-(9) (see 
Appendix 1). 

E. Rate Limitations 

1. Medicare Upper Limit of Payment 

No weightedaverageprospective rate of payment established under 
114.2 CMR 5.00 et seq. (see Appendix 1) shall exceed the amount that 
canbereasonablyestimatedtobe paid forthese services under 
Medicare principles of reimbursement. An adjustment will be made only 
to the extent the costsreasonableare and attributable to the 
circumstances specified undertheMedicare principles andseparately 
identified and verified by the provider. 

2. Private Rate Limitation 

No prospective rate of payment established under 114.2 CMR 5.00 shall 
exceed the rate charged by the provider to private patients for the same 
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or similar services and accommodations. The limitation shall not apply to 
portion of prospectivethat rates established for Patient Protector 

Receivers appointed pursuant to M.G.L.c. 111 ,  s.72N etseq. (see 
Appendix 6). 

a. Methodology 

The Division of Health Care Finance and Policy in calculating the 
private rate limitation shall: 

i. 	 determinetheweighted average Publicly-Aidedpatient 
ratefortheBaseYear and compare it to the average 
private rate for the same period, as reported in the cost 
report forthe Base Year. 

ii. If a facility's weighted average prospectiveratefor its 
Publicly-Aided Patients is greater than the average rate 
charged by the provider to private patients, the provider 
mayproduce justification for such lowerrateforprivate 
patients before the limitation is applied. Such justification 
shall include quarterlyManagement Minute Questionnaires 
for all private patients. If the providercan classify the 
private patients into one of the ten case-mix categories, 
the rate limitation will be the prospective rate for Publicly-
AidedPatients as established by theDivision of Health 
Care Finance and Policy for that case-mix category rather 
thantheweightedaverage rate forall Publicly-Aided 
patients. 

b. Failure to Meet the Rate Limitation 

When a long-term care provider fails to satisfy the requirement for 
rates charged to private patients, theDivision of Health Care 
Finance and Policyshallmultiply the difference between the 
weighted average rate for Publicly-Aided Patientsand the average 
rate charged to private patients by the number of patient days for 
those discounted private patients to determine the aggregate 
difference. 

F. Audits 

Costs and expenses used to calculate the prospective rate of payment 
shall be established on the basis of a comprehensive desk audit. In 
addition,wheneverpossible, the Division of HealthCare Finance and 
Policy will also conduct on-site field audits to ensure the accuracy of 
claims forreimbursement and consistency in reporting. Any record not 
produced at the request of Division of Health Care Finance and Policy 
duringan audit shall be deemednotto have been maintained and 
therefore disallowed. 
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